
ST 99-0300-GIL  09/30/1999  MANUFACTURING MACHINERY & EQUIPMENT

Retailers' Occupation Tax does not apply to sales of machinery and equipment
used primarily (over 50% of the time) in the manufacturing or assembling of
tangible personal property for wholesale or retail sale or lease.     See 86
Ill. Adm. Code 130.330.    (This is a GIL).

September 30, 1999

Dear Mr. Xxxxx

This letter is in response to your letter dated July 23, 1999.  The nature
of your letter and the information you have provided require that we respond with
a General Information Letter, which is designed to provide general information,
is not a statement of Department policy and is not binding on the Department.
See 2 Ill. Adm. Code 1200.120(b) and (c), enclosed.

In your letter, you have stated and made inquiry as follows:

I have a question in the area of Sales & Use Tax.  My company,
COMPANY, is a meat purveyor.  Specifically, we process large, ‘primal’
cuts of meat into portion cut products which we sell primarily to
restaurants.  Among our key pieces of equipment are knives and saw
blades which are used throughout this ‘butchering’ process.

Currently, on purchases of our knives and saw blades, our vendor
charges us tax.  In addition, they also sharpen the blades on
previously purchased knives.  This service is also taxed.

My question is, are these taxable purchases and services to us or, in
that this equipment is part of our ‘manufacturing process, are they
tax exempt?

Your prompt reply, to the address below, would be appreciated.  Thank
you.

PURCHASES OF KNIVES AND SAW BLADES

Enclosed is a copy of 86 Ill. Adm. Code 130.330 concerning the Manufacturing
Machinery and Equipment Exemption.   The Retailers' Occupation Tax does not apply
to sales of machinery and equipment used primarily (over 50% of the time) in the
manufacturing or assembling of tangible personal property for wholesale or retail
sale or lease.   In order to document the exemption, the user of such machinery
and equipment must supply an exemption certificate to the retailer as provided in
subsection (g) of Section 130.330.

The manufacturing process is the production of articles of tangible personal
property, whether such articles are finished products or articles for use in the
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process of manufacturing or assembling different articles of tangible personal
property by procedures commonly regarded as manufacturing, processing,
fabricating, or refining which changes some existing material or materials into a
material with a different form, use or name.   These changes must result from the
process in question and be substantial and significant.  See subsection (b)(2) of
Section 130.330. Generally, machinery and equipment used in a meat packing plant
or similar operation can qualify for the exemption as long as the machinery and
equipment is used over 50% of the time in a manufacturing or assembling process.

However, the law exempts only the purchase and use of "machinery" and
"equipment" used in manufacturing or assembling.  Accordingly, no other type or
kind of tangible personal property will qualify for the exemption, even though it
may be used primarily in the manufacturing or assembling of tangible personal
property for sale or lease.  See subsection (c)(1) of Section 130.330.   The
exemption does not apply to hand tools.   See subsection (c)(1) of Section
130.330.   Generally, knives, hand saws, and hand saw blades do not qualify for
the manufacturing machinery and equipment exemption.

Please note that the manufacturing machinery and equipment exemption is
available for replacement parts purchased for exempt machinery or equipment.  See
subsection (c)(2) of Section 130.330.   Saw blades that are used as replacement
parts for qualifying manufacturing machinery and equipment may qualify for the
manufacturing machinery and equipment exemption.

In addition to the exemption for manufacturing machinery and equipment, the
State of Illinois provides a manufacturer's purchase credit (MPC) on the purchase
of tangible personal property that qualifies for the manufacturing machinery and
equipment exemption. See the enclosed copy of 86 Ill. Adm. Code 130.331.
Manufacturers who have earned MPC on the purchase of qualifying manufacturing
machinery and equipment can use that accumulated MPC to satisfy their Use Tax or
Service Use Tax liability on the purchase of production related tangible personal
property personal property.   Please note that the amount of MPC that can be
applied to a purchase of production related tangible personal property is limited
to the state rate of tax incurred on that property (6.25%).   Any local taxes
incurred on the purchase of production related tangible personal property remain
the responsibility of the purchaser.   Generally, knives, hand saws, and hand saw
blades used in the manner described in your letter would qualify as production
related tangible personal property.

SHARPENING OF KNIFE BLADES

Illinois Retailers' Occupation and Use Taxes, and Service Occupation and Use
Taxes, do not apply to sales of service that do not involve the transfer of
tangible personal property to customers.  Businesses that provides services, such
as the knife sharpening services stated in your letter, do not normally involve
the transfer of tangible personal property to their customers and generally are
not subject to tax.
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However, if tangible personal property is transferred incident to sales of
service, this will result in either Service Occupation Tax liability or Use Tax
liability for the servicemen depending upon which tax base the servicemen choose
to calculate their tax liability.   For your general information we are enclosing
a copy of 86 Ill. Adm. Code 140.101 regarding sales of service and Service
Occupation Tax.

I hope this information is helpful.  The Department of Revenue maintains a
Web site, which can be accessed at www.revenue.state.il.us.  If you have further
questions related to the Illinois sales tax laws, please contact the Department's
Taxpayer Information Division at (217) 782-3336.

If you are not under audit and you wish to obtain a binding Private Letter
Ruling regarding your factual situation, please submit all of the information set
out in items 1 through 8 of the enclosed copy of Section 1200.110(b).

Very truly yours,

Terry D. Charlton
Associate Counsel

TDC:msk
Enc.


